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Speech by Senator Max Baucus
before the Montana Cattlefeeders
March 6, 1982
Billings, Montana
Thank you. It's always good to see familiar faces, like
Mike Davey, Jack Asay, Max Henthron, Garde Peterson and all the
others who helped organize this convention.
You all know that the American economy is sputtering. To
turn it around, Congress will have to make some very difficult
decisions.
And I need your advice. As we all know, an ounce of Montana
common sense is worth a pound of Washington wisdom.
You understand our economic problems. Interest rates are
over 16 percent. So you can't afford to buy anything. Prices
are as low as they've been since 1933. So you can't afford to
sell.
Then there's unfair foreign competition. Some foreign
markets are closed to you. Some foreign competitors are
subsidized so they can underbid you.
It all adds up to a nightmare that we just can't let
continue.
-It reminds me of a Montana poem:
There they go, and good riddance.
If it wasn't so sad, I'd laugh.
Gone, the 40 cent calves, held at 50.
Sold for 30-2 1/2
If it weren't so sad, we'd all laugh.
We have many problems. But history tells us we have
overcome problems before. Our challenge is to rekindle that
spirit of a nation on the move. A confident and creative nation.
We have to bring this positive attitude to our economic
problems today. We might bring a Montana attitude, too.
We are still the strongest nation on earth. We have
tremendous productive power. We have begun to meet the energy
challenge. We are moving to strengthen our national defense. We
are adopting a tough, forward-looking trade policy.
K) So where do we begin to solve our economic problems? The
root of our problem is high interest rates. To move interest
rates down, we must reverse the trend toward rising budget
deficits and tight money policies.
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In other words, we must reduce.federal deficits, we must
reduce th demand for money, for capital. The logic is
straightforward.
With lower federal deficits, we reduce the government's need
for money. With lower federal deficits, the Federal Reserve
would almost certainly loosen the money supply, thereby lowering
interest rates.
We can reduce the deficits, prod the Fed towards a looser
money supply, and get interest rates down. But to do this,
government must live within its means. We can't continue
spending what we don't have.
Last year, Congress enacted the largest tax cut in American
history. U.S. Treasury revenue will be cut at least $750 billion
by 1986.
President Reagan also proposed the largest defense build-up
in American history. The cost, by 1986, is projected to be about
a trillion and a half dollars.
Those are worthy goals. We should work to reduce taxes and
to provide for a strong national defense. Yet, I suspect that
these efforts are trying to do too much, too quickly. The
results are excessively high deficits.
Even Houdini could not balance the budget, cut taxes and
increase defense spending all at the same time.
And, we can't just cut social prorams to pay for this. If
we did, there would be nothing left of the federal government -
asolutely nothing - except the Pentagon and government pension
programs.
That wouldn't end dangerous deficits, high interest rates
and tight money policies. That wouldn't ease the recession in
Montana.
The other way is to further reduce spending. We're trapped
in a vicious cycle. Deficits and tight money policies push
interest rates up. High interest rates reduce business
investment -- and consumer spending. Unemployment increases.
For example, every 1 percent increase in unemployment costs
the federal treasury $25 billion. That's a $25 billion increase
in the deficit.
The President says his 1983 budget will have a $90 billion
deficit. But the bipartisan Congressional Budget Office predicts
the deficit will be $120 billion -- and maybe even $150 billion.
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We've got to reverse the cycle. We've got to control
federal spending and reduce the deficit. Loosen the money
supply. And, thereby, reduce interest rates and get the economy
moving again.
As we begin our march down the road to economic recovery, we
should keep one point in mind: The President's 1983 budget~is
dead. It will not be enacted. I know of no one in the Congress
-- whether Republican or Democrat who supports the President's
budget.
Senator Pete Domenici, the Republican chairman of the Senate
Budget Committee, made that clear when he said: "The President's
plan will not pass Congress in its present form... It
accepts...malignant deficits... Deficits of the size projected
would be disastrous."
Senator Domenici offered an alternative. His plan would
reduce the President's budget deficits by over $200 billion over
the next three years.
Fritz Hollings, a Senate Democrat, has his own plan. Where
Congress has some discretion over spending programs, he would
freeze spending at 1982 levels. He'd prohibit 1983
cost-of-living increases for social security and other federal
pension programs.
Hollings would cancel the 10 percent personal income tax cut
scheduled for July, 1982. He'd reduce the 1983 tax cut from 10
percent to 5 percent. And he would allow no 1983 defense
spending increase.
Meanwhile, many other Members.in the Senate are working on
other ideas. But the bottom line is that the Senate hopes it can
get the President to agree to substantially lower deficits to
bring interest rates down more quickly.
As we consider these proposals in the coming months, I will
be making suggestions of my own.
One thing is certain, however. All of us -- Democrats and
Republicans must work together. This is not a time for partisan
bickering.
There are several specific ways to reduce the deficit and
bring interest rates down. Let's consider them for a moment,
starting with taxes.
I have written a bill that would repeal tax leasing. In
case you're not familiar with this, the idea was to help
unprofitable corporations. They would sell tax credits and tax
advantages they couldn't use. In return, they would receive
capital for new investment.
We put this provision in the tax bill last year.
Unfortunately it's not working they way it should. Highly
profitable companies -- like Occidental and IBM -- have started
trading tax breaks.
The treasury's revenue loss is enormous, and the program is
proving to be inefficient. By ending it, we can save $20 billion
over the next three years.
Second, we might consider a luxury tax of 10 percent on
diamonds, furs, and jewelry. This would raise some $2 billion a
year.
Third, we could impose a real minimum corporate tax. The
President has suggested this, and I think it makes sense. It
would raise around $10 billion by 1985.
Of course, taxes are only part of the way to reduce the
deficit.
We can make additional savings in federal government
expenses. Senator Domenici has suggested freezing federal pay in
1983. And limiting raises to 5 percent in 1984 and 1985. This
would save some $25 billion dollars by 1985.
If we could limit the number of government employees, and
put some limit on pay raises, we could save at least $15 to $20
billion by 1985.
We also must consider the defense budget. But let's be
clear about this. We live in a dangerous world. We face a
heavily armed Soviet Union as our principal adversary. We need
an overall, real increase in defense spending. We need a
careful, sustained, coherent increase.
I do believe, however, that we must be cost-efficient. We
learned in the sixties that we can't solve social problems just
by throwing money at them. The same is true about defense.
We will not rebuild America's defense just by throwing money
at the Pentagon. There are savings to be made. There is waste
and inefficiency.
The President has proposed spending a total of almost one
and a half trillion dollars -- that's trillion -- on defense, by
1986. By 1987, he wants defense to be 37 percent of all federal
spending.
Much of that money needs to be spent. But there is a real
question about whether we can spend so much money, so quickly,
and do it efficiently.
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We simply must not forget that wasteful spending -- even for
defense-- hurts our economy. And the effects are quickly felt in
Montana.
David Stockman, the conservative, Republican Budget
Director, has said there is between $10 and $30 billion of
defense waste. We might put an Inspector General at the Defense
Department to search for waste.
We should find ways to increase competition for defense
contracts. This is a basic, free enterprise notion.
We need to streamline our procedures for buying new weapons.
Unnecessary expenses have become all too common. Take the M-1
tank. It turned out the M-1 is a gas guzzler, so we need fuel
trucks to accompany the tanks.
Its transmission is faulty. So we need a king of a
bulldozer, called ACE, to travel with the M-1. That bulldozer's
cost has steadily increased. From $200,000 each in 1978 to
$600,000 in 1979, to over a million dollars a piece in 1981.
That's a 500 percent increase in just four years.
We simply cannot afford these kinds of cost overruns. We
need a more efficient contracting process.
Finally, we can strengthen our economy with increased trade.
Trade is especially important for us. Japan has traditionally
been the number one export market for American beef.
Demand for beef in Japan is strong. Yet the Japanese
government restricts meat imports through quotas, import duties
that unfairly raise prices, and all the other devices which you
know about.
For example, there is a 1981 general beef quota in Japan of
130,000 metric tons. Some exporters believe that overall
Japanese consumption would double without this quota.
There is a special high quality beef quota that will be
slightly over 30,000 metric tons by 1983. Some exporters believe
that Japanese demand for special high quality beef would' be three
times that level without the quota.
7 Furthermore, U.S. beef entering Japan is subject to a 25
percent import duty. By the time it reaches the consumer, its
price has tripled.
What would happen if we imposed a 25 percent import duty on
Japanese autos. Does anybody believe that they would have sold
almost 2 million cars in America in 1981?
Meanwhile, the Europeans have engaged in numerous unfair
trade practices. Despite concessions by the Europeans under 1979
Trade Negotiations, the U.S. has not been able to ship even 2,500
metric tons of beef to the European Economic Community.
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We are victimized by a bureaucratic licensing system, import
duties that make our beef less competitive, and a massive
government subsidy program for European producers.
The time has come for a strong, vigorous American trade
policy:
A trade policy that negotiates from strength, early in the
export game.
A trade policy that tells our European and Japanese friends
that if they want access to our markets -- they had better open
access to their markets and that if they want America to play by
free trade rules, they had better stop playing by the rules of
protection...
if they want trade they must reduce subsidies...
and bureaucracies...
and duties that deliberately seek to make American products
less competititive.
This fall, trade ministers from around the world will gather
for an international meeting on trade. I want the U.S. to take a
firm position at that conference.
I specifically asked Trade Ambassador Brock to place
agricultural export problems at the top of his list of
priorities. He has promised me that agriculture will indeed be
high on the list.
But we must do more. We need a cabinet summit -- including
Ambassador Brock, and the Secretaries of Agriculture, Commerce
and Treasury -- to meet with their Japanese counterparts.
The Japanese have said they want to take serious steps to
open their markets. Let's take them up on their offer. Let's
get moving.
The simple fact is that we have to send a message to Japan
and to Europe. The Japanese in particular are engaging in
protectionist practices --- often across the board. They must
understand that our patience is running out. Time is short. And
we in Congress are watching.
I made this pos.ition known when I was in Japan in January.
I have met with members of the Japanese Diet in Washington.
In short, I believe in free trade, but it must be fair
trade.
I will be spending a great deal of time promoting fair trade
in the coming months.
I would not be in the U.S. Senate if I had not believed we
could solve our economic problems. I believe we can cut the
deficit. We can reduce wasteful spending. We can bring down
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interest rates. We can ensure fair markets for our farm exports.
It's easier said than done. But it must be done. With your
help we can remove the harsh burden that threatens our
agricultural economy.
(END)
